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Increased 0il Prices: A Threat to Sub-Saharan
African Development

Introduction

Sharply increased petroleum prices have not yet
had as dire an effect on the economie: of the non~producing
African countries as was generally anticipated in early

1974. 1Increases in the prices of many major African

exports and the dependence by most of the African populations

on subsistence agriculture -- which requires no oil
inputs -- have cushioned the immediate impact. The

most damaging effect is against the countries’ long-f:erm
potential for development. In addition, inflationar‘y
rises in consumer prices,.to which the high oil priczes
have been a majon!fontributor, ave cut into the welfare
of most urban Africans. In the four sub-Saharan ccuntries
with oil production -- Nigeria, Gabon, Angola and {ongo -=
development prospects have improved dramatically.

The African Gainers

Nigeria dominates suk-Saharan petroleum production
&nd has reaped by far the largest gains from it. Wwith
production of 2.3 million b/d, i£ is now the world's
sixth largest oil producer and has followed the lead

of other OPEC countries in raisiug prices. Its reserves -
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totalied more than $4 billion at the end of September
compared to a total of just $592 million at the end

of 1973. Nigerian government revenues from oil are
expected to total $9 billion in 1974 -- almost 4 times
the 1973 figure.

So far effects of the increased oil prices cn the
other African precducers has been mixed. Gabon's petroleum‘
production -- 150,000 b/d in 1973 -~ has made it a rich
country by African standards. 1Its per capita income
of $900 is already the largest in black Africa. 0il
revenues have risen from about $83 million in 1973 to
more than $500 million in 1974. Angola, as a Portuguese
province, has probably not profited domestically from
the o0il price increases. Its o0il production of about
160,000 b/d has been subject to Portuguese demand for
domestic use and pricés have probably rot been allowed
tovrise witii the OPEC increases. With independence,
however, Angola will be in a better position to raximize
returns from petroleum for domestic development. Although
the Congo is a modest producer of o0il -- 39,000 b/d
in 1973 -- it has no refinery and is forced to import

high priced petroleumn products.
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There are also a large number of potential African
producers. Extensive exploration has Lkeen carried
out and discoveries have been made in a nurber of countries.
If prices remain high, exploitation of discoveries
now considered uneconomic may become commercially feasible
providing the countries with much-needed foreign exchange.

Impact on Non-Producing Sub-Sahara

Most sub-Saharan non-producing countries are experiencing
some ‘combination of curtailed growth in oil imports,
reduced inports of other commedities in order to pay
for neecded o0il, diminished c¢old and foreign exchange
reserves, and increased foreign ijindebtedness. Overall,
the growth in these states' combined gold and foreign
exchange reserves has leveled off (see Table 1l). Most
of the countries have raised product‘prices sharply
(see Table 2). Although data on imports and exports
so far in 1%74 are not. available, it is a certainty
that the nor-producers' combined trade deficit will
expand signiflicantly compared to 1973's already high
level.

The agricultural econcmies of the non-producing
countries are not heavily dependent cn oil, using it
primarily for transport, small industries, and electric

power. Inports of crude and products total only about
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365,000 ~ 350,000 b/d (see Table 3). Many of the countries
rely on coal and hydroelectric and almost all use charcoal
and wood as fuels in the home. Because petroleum uses

are not widely diversified, however, there are few

areas of consumption, such as air conditioning and

private automobile travel, that can be reduced without
adversely affecting essential economic activity. With
little developed industry, substitution of nuclear or

coal fuels for petroleum would not be economically

viable in most of the countries.

The impact of high oil prices on some of the non-
producers has been alleviated by sharply increased prices
for many major export commodities (see Table 4). High
copper prices that were particularly remunerative to
Zaire and Zambia, hpwever, have fallen off sharply in
the past few months, and prices for coffee, cotton,
and rubber have weakened. Most of the other prices
can be expected to decline as market forces evolve,
increasing the exéorteré vulherability to the fixed
high oil prices.

The cost of oil imports'to the non-producing countries
in 1974 ic expected approximately to triple, compared

to 1972 (see Table 5). None of the countries has enough
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Table 4

Sub-Saharan Africa:

Increased Prices
for Selected Exports of Non-Producing States

US $ per 100 1lbs

Commodity

Cacao
(New York market)

Coffee
(New York market)

Copper
(London market)

Cotton
(Liverpool market)

Groundnuts
(London market)

Palm oil
(Malaysian)

Rubber
(Nev; York market)

Sisal
(London market)

Selected
Exporting
Countries

Ghana
Togo

-Ivory Coast

Cameroon

Echiopia

Uganda

Ivory Coast

Togo :

Central African
Republic

Cameroon

Liberia

Zaire
Zambia

Sudan

Mali

Upper Volta

Chad

Central African
Republic

Tanzania

Senegal
Mali .
Niger
Sudan

Dahomey
Ivory Coast

Liberia
Kenya

Malagasy Republic
Tanzania

Average Prices

1972

1973 Apr 1974  Sept-Oct 1974
32.26 63.96  11.0.21 114.11
48.47 59.56 70.41 55.88
48.56 80.88  137.32 64.79
32.93  N.A. 96.75 75.58 1/
11.52 17.76 24.52 23.78
9.93  10.73 28.08 33,25 1/
18.10 32.88 42.80 32.00
11.48  24.40 47.63 N.A.

Y The latest availabie average prices for cot.ton and palm oil are for,
'spectively, July and August 1974,
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- ' Table 5

Sub-Saharan Africa: Estimated Costs of the
Non-Producing States' Petroleum Imports, 1972 and 1974 1/

1974 2/
1372 3/ 5% Less rqual 5% Greater

Total annual costs {million US $) 370 1,250 1,310 1,380

. Crude imports (thousand b/d) 200 190 200 210
Average price (US $/b) 2.30 10.30 10.30 10.3cC
Cost (million US §) 170 710 750 790

Refined imports (thousand b/d) 110 105 110 115
Average price (US $/b) 5.00 - 14.00 14.00 14,00 |
Cost (million US §) 200 540 560 590

l.. Excludin® Scuth Africa, Mozambique, and Rhodesia. Components may not
add tov totals due to rounding.

2. Projections for 1974 are based on estimated oil import volumes
equaling, consecutively, 5% less than in 1972, unchanged from 1972, and 5%
greater than in 1972,

3. Because data for sub-Saharan countries are incomplete, estimates for
1972 are based on the volume of imports and average prices for Arak crude
and European products.
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gold and foreign exchange to be able to rely for even
moderate periods on increased withdrawals from reserves,
Other importg can't be reduced significantly without
cutting into supplies of essential food commodities

and of transport equipment and other machinery. Increased
indebtedness, therefore, will pe the principal means

of financing the higher 0il costs.

OPEC Relief

With their growing oil wealth, the African and

of African countries have approached Migeria, hoping
to buy o0il at low Prices. Nigeria -- with one-fourth
of black Africa's population and a per capita income
of less than $200 -- ie reluctant to provide cheap oil
Or economic assistarnce on a significant scale, Nevertheless,
it has recently reiterated jits wiliingness to provide
some of the oil-importers with crude et below market
érices providing they request it and have refineries.
The Arab oil-producing countries have set up an
Arab Fund fo: Af-ica with a capital of $200 million

to assist African countries in meeting the higher oil

5 -
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cost. Uganda, the first recipient of the fund, recently
received a $5.65 million credit, and Tanzania and Liberia
have signed agreements enabling them to begin using

fund credits. An Arab Bank for Agricultural and
Industrial Development in Africa, a companion institution,
is still being formed. African leaders have complained
that the Arab fund has been too slow in getting underway
and is too small. Several African countries also have
drawn from the In~ternational Monetary Fund 0il Facilicy
to ease the balance of‘payments strain of increased oil
prices.

Impact on Selected Non-Producers

The impact of increésed 0.l prices on four non-
producers -- Mali, Ghana, Tanzania, Zambia =-- ranging
from one of the pborest to several of the better off
states, illustrates the great diversity of the non-
producers' problems. Each of the countries will suffer
from 1974's r.gher oil prices, but they have widely
varying capabilities to cope with the situation.

Mali has no significant domestic sources of énergy
and meets its requirements solely through imports of
refined petroleum. The oil import bill probably will

reach about $15 million to $18 million at the eﬁd of
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1974 compared to $8.7 million in 1973. Coupled with
increased import payments for cereals, increased prices
for oil imports are expected to raise Mali's trade

deficit from $56 million in 1973 to $70 million in 1974.

'Mali can expect a balance of payments deficit of $30

million or so in 1974. The deficit will add substantially
to Mali's large external debt of $325 million since
reserves totalled only $5 million at the end of 1973.

Like Mali, Tanzania is suffering from both increased
oil prices and widespread drought.. At the end of 1973
Tanzania's foreign exchange reserves reached an all time
high of $145 million. The picture has changed dramatically
since then, however, with reserves falling to $45 million
by September due to added energy cnsts and drought-
induced imports of food grains. 0il imports -- on which
Tanzania relies for most of its energy requirements
in the médern sector -- are expected to cost $73 million
in 1974, an increase of $45 million over 1973 assuming
no increase or decfease-in vélume of imports. Tanzania's
total trade deficit for 1274 is expected to be about
$240 million, $100 million more than in 1973. This
has forced Tanzania to cut back imports sharply which
may further hamper economic growth at least in the

short run.
"
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Ghana relies on the import of 0il -- which is
refined domestically -- mainly as a source of fuel for
the transport industry. Its supply is of particular
importance to ensure the collection of the cacao crop ==
Ghana's most important export. Gnana's proépects for
export proceeds in 1974 look promising due to tigh
cacao prices; the prices for Ghana's other major exports,
timber and gold, have also held up well. Ghana has
registered large current account surpluses for the
past two years, ;nd its reserves at the end of September
were about $100 million. The additional foreign exchange
cost of crude and petroleum products imports in 1974
could be as much as $120 million more than the $50
million Ghana paid in 1973. This will put pressure
on the balance of payments, even though Ghana is hushanding
its exchange carefullf by strictly controlling imports.

The fate of Zambia's econonry is tied almost completely
to copper, which supplies 95% of total exports. Even

though copper prices have now fallen, they wvere high

the first part of the year and allowed Zambia to accumulate

substantial reserves. Reserves totalled about $300
million at the end of August. zambia relies entirely

on imports for crude 0il which it refines domestically.
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Wizﬁ consumption of about 17,500 b/d, Zambia's total
petroleum bill will jump from $56 million in 1973 to
around $120 million in 1974. Although the increased
oil costs and falling copper prices now are draining
Zamhia's gold and foreign exchanges reserves, the balance

of payments probably will register a surplus for the

year,
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